KENTUCKY RETIREMENT SYSTEMS

06 RS HB 10 ... ACTUARIAL COST ANALYSIS
BR 43

I. PROPOSED REVISION
Under current retirement law, a retired employee cannot change his/her beneficiary designation once the first retirement allowance payment has been issued by the State Treasurer. If the beneficiary dies or divorces the retired employee, current state law further provides that the member's estate becomes the beneficiary. 

Under the provisions of HB 10, KRS 61.542 would be amended to allow a retired member receiving a retirement allowance to change his/her beneficiary to an estate, one time only, after the first retirement allowance payment has been issued.  The bill also provides that the retirement allowance shall not be adjusted by the change in beneficiary.

II. COMMENTS RELATIVE TO PROPOSED REVISION

Under KRS 61.635(1), all payment options available to retiring members must be “actuarially equivalent”.  This means that regardless of the payment option chosen, the ultimate liability to the plan is the same.  In the case of Survivorship options, which provide a lifetime to the beneficiary upon the member’s death, the “actuarially equivalent” payment requires examining not only the member’s age at the time of retirement but also the beneficiary’s age. For this reason, retiring members do not have the choice to provide a Survivorship Option to an estate or trust. Under the proposed revisions to state law, this could change and perpetual benefit payments could be made to the estate as a result.  Consequently, significantly greater liabilities could be created by this proposal.
III. ESTIMATED IMPACT ON FUNDING COSTS

To the extent that this proposal enables retired members to extend Survivorship payments to a trust, significantly greater liabilities could be created for the plans.  However, the cost cannot be determined from currently available information.  
IV. ACTUARIAL CERTIFICATION
Calculations of the estimated cost impact as summarized in Section III have been based on the same data, actuarial assumptions, methods and plan provisions as used in the June 30, 2005 actuarial valuation, unless otherwise stated. This statement is intended to provide an estimate of the cost impact of proposed revisions noted in Section I, and does not necessarily address the appropriateness of making such revision.
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